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THE FREEDOM BUDGET AND THE JOB GUARANTEE
Fulfill these Rights," calling for a government-sponsored job guarantee for those ready and willing to work, a guaranteed income for those who cannot or should not be working, and an increase in the minimum wage to lift the working poor and their families out of poverty (A.
Philip Randolph Institute 1966).
The two main (and complementary) components of the Randolph-Rustin proposal for full employment and the job guarantee, encompassed in the term public service employment, were government as "employer of last resort" and public works: "We should be demanding immediate passage of an accelerated public works program" (Rustin [1965 , p. 130). While accepting the basic Keynesian macroeconomic analysis that unemployment can be an aggregate problem due to lack of effective demand, Rustin and company also took the view that generic demand stimulus would not address the unemployment problem in toto. In addition to Keynesian unemployment there is also structural unemployment, a catch-phrase meant to include unemployment due to structural and technological change. A campaign to address structural unemployment would have to go beyond conventional fiscal stimulus: the private sector would never provide enough jobs, even when being pumped up by government expenditure. True full employment and poverty-reduction can be achieved "only when the government takes responsibility of creating work for those whom the private sector can no longer use" (Rustin [1968 , p. 235):
[T]he government becomes the employer of first and last resort for the hard-core poor…Neither individuals nor the private sector of the economy has, or can take, responsibility for full employment in American society. This is the responsibility of all segments of the society and thus, finally, of the government. (Rustin [1968 , p. 235)
In addition, the thinkers working around the Randolph Institute saw that a WPA-style program could not only create jobs, but produce goods and services that could address other important needs, such as increased community and social services and infrastructure creation and revitalization. The program thus rejected the "culture of poverty" and "human capital"
approaches gaining followers at the time, insisting instead that jobs must come first, with training coming on-the-job:
We are going to have to have public works programs to put these people back to work and to do it without a lot of talk about pre-training. These people don't have to be pretrained. All they need to know is that there are jobs. John Dewey said that a man learns by doing. I want to go Dewey one better: we must put these people to work learning while doing, and while being paid. In World War II we did not ask if people were too black, or too old, or too young, or too stupid to work. We simply said to them this is a hammer, this is a tool, this is a drill. We built factories and sent these people into the factories. We paid them extraordinarily good wages and in two months they created the miracle of making planes that flew. We can find a peacetime method for doing thispublic works for schools, hospitals, psychiatric clinics, new modes of transportation, of cleaning the air, of cleaning the rivers. All these improvements would benefit not only the poor but also the affluent. (Rustin [1968 , p. 236)
Rustin saw public service employment as providing a number of benefits in addition to job creation and increased public works and social services. First, he viewed the program as resulting in a reduction in both crime and government spending on the poor and unemployed:
The way things are now we are twice damned. We are paying $15 billion a year for the support and misdeeds of those who cannot find work and end up in prison or on welfare.
If they are provided with work and improve the economy, then we have additional growth plus the $15 billion we are now paying for keeping them on welfare and in jail. (Rustin, [1968 , p. 237) Secondly, he viewed the program as good for everyone, Black and white, rich and poor. The job guarantee would be for everyone (i.e., no means tests), regardless of race, and thus would benefit poor whites and others. Furthermore, full employment benefits everyone, even business, whose sales and profits are supported by increased incomes and spending:
But I want to assure businessmen that the people who benefit from the programs are not going to sit on the money when they get it. They are going to act like Americans. They are going to buy all the junk that is advertised, thereby raising the GNP, raising the economic production and growth of the country, and fundamentally adding to its economic stability. (Rustin [1968 During the same period as the Freedom Budget was issued, Dr. King was increasingly including similar themes in his writings and speeches, proposing a federally-guaranteed job creation program as the centerpiece of both his "economic bill of rights" (an idea revived from FDR) and his "Poor People's Campaign" (King 1986 (King [1968 , p. 67; see also Forstater 2002) . But
King was only one-albeit an extremely important one-of a host of African American leaders and organizations in the sixties and seventies to support not only full employment in general but the specific idea that "government… become an employer of last resort" (King 1971 (King [1963 , p. 32). "This would guarantee a job to all people who want to work and are able to work…It would mean creating certain public-service jobs" (King 1986 (King [1968 , p. 67). This notion in one form or another was embraced by virtually all the most prominent African American organizations, with the list of African American leaders and organizations supporting the policy encompassing a wide swath of the political spectrum (Forstater 2007 More recently, a job guarantee has been embraced and supported by William Julius Wilson (1996 ), Ronald B. Mincy (1994 ), Manning Marable (1997 , the National Urban League Job creation and public investment have tremendous potential social and economic benefits, and many have argued that such programs would essentially 'pay for themselves' and produce benefits that exceed their costs. Nevertheless, it is clear that one of the primary roadblocks in the way of a true full employment policy regards public perceptions concerning the perceived cost, and the impact on the government budget and the national debt. It would serve those concerned about unemployment well to review the arguments surrounding deficit spending, the national debt, and government "solvency."
DEFICIT HAWKS, DEFICIT DOVES, AND FUNCTIONAL FINANCE: A PRIMER
There are three paradigms for understanding government budgets and the national debt: deficit hawk, deficit dove, and functional finance. We will now review each of these in turn, beginning with the deficit hawks. Hawks view government budget deficits and the national debt as almost always and everywhere a negative for the economy and society. Often associated with a "sound money" or "sound finance" position, some hawks support a balanced budget amendment to the U.S. Constitution requiring the Federal government to run a balanced budget except in times of national emergency.
There are five basic hawk arguments as to the negative impacts of deficits and the debt.
Not all hawks subscribe to all five, but virtually all hawks take one or more of these positions.
Many of the hawk arguments follow from the basic neoclassical economic vision explicit or implicit in the hawk conception of how the macroeconomy operates. This vision can be described by two main features. First, the market economy has a built-in tendency toward full employment of resources, including labor. Second, savings determines investment through variations in the rate of interest, as in a loanable funds model. Summaries of hawk views can be found in Buchanan (1958); Friedman (1988) ; Savage (1988); and Peterson (1993, 2004 ).
1. Deficits cause inflation. The economy tends to full employment, so excess aggregate demand caused by deficit spending is inflationary. Actually, the idea that deficits can be too large if they increase aggregate demand beyond the full employment level of output is shared by many hawks, doves, and adherents of functional finance. The differences then regard whether involuntary unemployment is viewed as a short term, disequilibrium macro-phenomenon or a normal, permanent feature of the system, consistent with macro equilibrium. But if the economy is at or near full employment, deficit expansion can result in what Keynes called "true inflation" (some cost-push or supply-side instances of rising prices may be more about relative price changes). Interestingly, some hawks would require the money supply to increase for there to be inflation (if they take a traditional monetarist view). The point has been made that some of the hawk positions are applicable to an economy on a gold standard or other fixed exchange rate regime, such as a currency board, monetary union, or peg to another nation's currency (or a weighted basket of currencies). This will be discussed in more detail below.
Deficit doves view deficits (and an increased national debt) as ok, under certain circumstances, depending on the economic context. Doves have concentrated a lot of attention to issues of defining and measuring deficits and the national debt. The following ten points summarize various dove arguments, including dove responses to and criticisms of the hawks (dove positions can be found in Bernstein 1963, 1989; Eisner 1986 Eisner , 1994 Eisner , 1997 Cavanaugh 1996; and Benavie 1998) . Just as most of the hawk positions follow from the fundamental neoclassical vision characterizing their analytical framework, dove arguments tend to follow from a basic Keynesian view of how the macroeconomy operates. Specifically, doves view unemployment and excess capacity as normal features of a modern capitalist economy, and they tend to reject a loanable funds view of savings and investment, instead seeing investment as determining savings through changes in income.
1. Are deficits being measured in constant or current dollars? Doves argue that it is wrong to compare deficits between years in current dollars, because the value of the dollar has changed. One way of correcting for this is to look at deficit/GDP ratios (and debt/GDP ratios). These ratios are also important for doves because they argue that a larger GDP means we can afford a bigger deficit or debt. A related issue is the changing 6. We should examine the "full employment deficit." Doves argue that much of the deficit is due to unemployment. When there is unemployment, income is lower, so tax revenues are lower, and government spending on various forms of assistance for the unemployed is higher, so unemployment increases the size of the deficit. Job creation causes incomes and therefore tax revenues to rise, and lowers government spending to support the unemployed, resulting in a decline in the size of the deficit. The "true" deficit would be the real value of the full employment deficit on the current account, net of government debt purchases and state and local transfers. Estimates of its size have often virtually wiped the deficit clean.
7. Balance the budget over the business cycle, rather than in one year. Doves argue that one calendar year is an economically arbitrary amount of time. Instead, it makes more sense to run deficits during recessions and surpluses during booms, so that the budget is balanced over the cycle and debt is not growing. It is true that in recent years the nation has run deficits during both phases of the cycle, but that does not alter the fact that there is little economic meaning to a twelve month period and a constitutional amendment to balance the Federal budget in each calendar year would make sensible fiscal policy impossible, except in a national emergency. A double-digit unemployment rate, by the way, constitutes a real national emergency! 8. Debt is not a burden on future because we are also creating assets for the future.
Doves encourage consideration of two scenarios: one in which our children inherit a strong economy with high employment, an up-to-date infrastructure, good schools and hospitals, as well as a larger national debt; and another in which the debt is smaller, but the economy is weak, unemployment is high, and the infrastructure is crumbling. Which would our children and grandchildren prefer? Doves also argue that the debt will be paid to those in the future as well, so the whole idea of the national debt as a burden on the future is the result of more misunderstanding and confusion.
Doves argue that if deficits and high interest rates are correlated, the causality goes
the opposite way-from high interest rates to big deficits. When interest rates are high, interest payments are high, pushing deficits higher. In any case, doves point out that short term rates such as the fed funds rate and the discount rate are directly controlled by the central bank, and these rates serve as benchmark rates for other important rates such as the prime rate. The argument that deficits cause high interest rates is also not supported by the empirical record (see Evans 1985; Ussher 1998).
To the extent that the analogy with households and firms is applicable, doves think
it supports their view. Well-managed, responsible debt is not a bad thing for households and firms-same with government. Why do households go into debt? Think of the homes we would live in and the cars we would drive if we had to pay cash, or how old we would be before we could purchase a home or a car. For firms, debt is often a sign of strength; firms borrow to invest in producing goods and services for sale to earn revenue and profits. But doves generally do not think the analogy is a good one, as it is rooted in a failure to understand the logical fallacy of composition. As Robert Eisner, who devoted a lifetime to refuting the myths and misunderstandings concerning budget deficits and the national debt, argued, for the economy as a whole, contrary to the popular saying, there may be a free lunch, "and failing to take advantage of it may leave some of us without dinner as well":
The cost of anything is what has to be sacrificed to get it. What then would be the cost of providing lunch to the needy if we used surplus food that would otherwise be wasted? Would there be a cost to government's giving lunch to hungry children? Would the people, otherwise unemployed, who might be paid to prepare the lunches perhaps thus secure the wherewithal to purchase dinner? [Eisner 1994, xiii-xiv] .
The Functional Finance view says both the hawks and the doves are wrong, but in different ways and for different reasons. Managing the government budget according to the principles of functional finance requires a Chartalist or state money system, i.e., a flexible exchange rate system where money is not backed at a fixed exchange rate by gold or any other commodity.
Functional finance therefore does not apply to a monetary system with any type of fixed exchange rate-no pegged currencies, currency boards, or currency unions, to give a few examples. Economies operating with a fiat currency or "modern money" system, however, can and should manage their budget according to the principles of functional finance. The original formulation was by Lerner (1943) , with recent elaborations and developments by Mosler (1997-98) , Wray (1998 ), Forstater (1999 ), and Bell (2000 . The functional finance perspective can be summarized by the following 10 points.
The federal government is the monopoly issuer of the currency. Since the United
States dollar is a sovereign, non-convertible, floating currency, why would the federal government need to tax or borrow from the public in order to spend? The federal government, as the money monopolist and issuer of the (intrinsically valueless) currency, doesn't need the public's money; what the government needs is for the public to need its monopoly money.
In a modern money system, the purpose of taxation is to create a demand for-and
give a value to-unbacked (i.e., intrinsically valueless) currency. If the federal government does not need the public's money in order to spend, why does it tax? By imposing a tax obligation and announcing it will accept only dollars in payment of taxes, the Federal government creates a demand for its otherwise intrinsically worthless currency and gives it value. It is obvious that as monopoly issuer of the currency, the federal government could not collect any dollars from the public in payment of taxes unless it had first spent (or lent or given) dollars in the first place. As the father of functional finance, Abba Lerner, put it in his 1946 Encyclopedia Britannica entry on "money":
If the government announces its readiness to accept a certain means of payment in settlement of taxes, taxpayers will be willing to accept this means of payment because they can use it to pay taxes. Everyone else will then be willing to accept it because they can use it to buy things from the taxpayers, or to pay debts to them, or to make payments to others who have to make payments to the taxpayers, and so on. (Lerner 1946, p. 693) 3. The purpose of U.S. government bond sales is not to finance spending, but to drain excess reserves created by deficit spending in order to maintain positive short term (overnight, interbank) interest rates. Government spending, lending, and giving of money add to the reserves in the aggregate banking system; government taxing, borrowing, and taking of money drain reserves from the system. When the federal government runs a budget deficit, (G -T) > 0, meaning there is a 'net reserve add'.
These excess reserves will cause the fed funds rate to fall toward zero. If the authorities desire a positive overnight (interbank) lending rate, bonds are sold to drain the excess reserves from the system. Notice that budget deficits put downward pressure on interest rates, the exact reverse of what most hawks claim! 4. In the functional finance view, the relation of G and T doesn't matter-all that matters are the effects of any policy. Policies should be judged on their ability to achieve the goals for which they are designed and not on any notion of whether they are "sound" or otherwise comply with the dogmas of traditional economics. There is nothing inherently "good" or "bad" about any particular relation between government expenditure and tax receipts. It depends on the economic circumstances and on the results a particular budget stance will promote under those circumstances. As Lerner put it, if the amount of taxing or spending required to achieve macroeconomic goals such as full employment "should conflict with the principles of 'sound finance' or of balancing the budget or of limiting the national debt, so much the worse for those principles" (1951, p. 11).
Promoting a balanced budget or surplus or a paying down of the national debt regardless of the macroeconomic effects would best be referred to as dysfunctional finance.
5. "Printing money" can have no effect on the economy independently of fiscal operations (in this case, the spending, lending, and giving of money by the Treasury and/or central bank). If a trillion dollars are printed and left in a closet there will be no impact on the economy. To have any impact, money must be spent, lent, or given away.
Therefore, if these fiscal operations are comprehensively accounted for, and "printing money" is also considered, this would constitute double-counting. Therefore, "printing money" can be effectively disregarded. Understanding modern money and macro balance sheets enables a society to use the government budget for achieving economic and social policy goals. We can afford prosperity under such institutional arrangements, and the good news is that this is exactly the way our current system operates. The question then becomes whether we can find the political will to move forward, or whether we will continue to choose austerity over expansion. In a nation with millions unemployed and living in poverty, and in a world with billions living under similar and worse conditions, economic prosperity is the only long-term solution to the challenges of the twenty-first century. In the U.S., both political parties must decide to call a truce on the "deficit"
scares. This is what a "Freedom Budget" must mean today.
FULL EMPLOYMENT: A NEW FREEDOM BUDGET
A public service employment program based on the principles of functional finance can guarantee full employment without the rigidities associated with very high levels of private sector employment, can provide public and community services that are in short supply, and may be used as the basis for humanistic social policy. The huge economic and social costs associated with unemployment can be eliminated, and the national economy can be managed in a sensible way that is consistent with the idea, formalized in the United Nations Declaration of Human Rights, that every individual has the right to earn a livelihood in a self-respecting way.
A public service employment approach to full employment and price stability can also serve as the basis for humanistic social policies. Under such a program, a wide variety of social policies may be introduced that otherwise wouldn't fare a chance. To understand how this might work, consider that workers will always have the option to take a public service job. Now imagine what might happen if the public service wage-benefits package included health insurance. Employers in the private sector would have to match the public service wage-benefits, either line by line, or in some other compensating way. Private businesses would be encouraged by "market" pressures to either offer health insurance or compensate in some alternative way (higher salary, more chance for advancement, other benefits, or some other attractive part of the offer). Likewise, since the public sector wage would be the de facto minimum wage (remember that the real minimum wage in an economic society with a semi-permanent pool of unemployed is zero), increases in the public sector wage could also be used to pressure businesses to raise wages (or some other compensating feature of their offer). Consider what might happen if the public sector job came with child-care. Likewise, worker health and safety issues, and general job environment. The list of ways in which public sector employment might be used as a 'benchmark' to increase the quality of private sector jobs is limited only by the imagination.
Next, consider the possibilities offered by millions of new workers available to do public service. Suddenly, there is no longer any financial or labor constraint to the provision of public and community services (other than the "real" constraints of population size, skills, and education, etc.). Habitat for Humanity and Meals on Wheels are never wanting for labor, public libraries and community centers are open every night, additional helping hands on playgrounds, at subway stations, in nursing homes, and recycling centers. The environment benefits are numerous, from clean-up to parks and recreation to tree-planting to new hiking trails. We know from the history of the WPA and other successful public service programs just how productive the contributions can be (we can also learn from the mistakes of such programs-e.g., race and gender discrimination must not be tolerated).
A public service jobs program could also be used to redefine just what constitutes valuable work in our society. Presently, the market is used as the measuring rod, so if you can't make your way in the private sector, your life-calling must not be valuable. Under the public service employment program, society is free to decide what qualifies as a public service job.
Musicians and artists might be free to follow their calling. Oral histories can be documented and preserved through interviews with the elderly. Community gardens can thrive, with public service chefs preparing meals. Addressing the historical legacy of patriarchy and gender exploitation, care for one's own children and one's own home can be considered valid public service work. Even getting additional education or training may be considered a public service. It follows that individuals that stay employed rather than unemployed, and that are able to take advantage of education and training opportunities, will likely boost productivity in the private sector when the demand for labor rises during an economic upturn. 
